Abstract: Under generally accepted accounting principles, firms must postpone recognition of the earnings effects of capital expenditures until they realize the resulting revenues and expenses. However, if capital expenditures change the profile of future profits, we expect share prices to impound that revision in profitability prior to its recognition under GAAP. This suggests that changes in capital expenditures should have information content beyond current-period unexpected earnings. Prior research considered annual changes in capital expenditures and detected incremental information only in restricted samples. However, we examine more general samples and observe that quarterly as well as annual changes in capital expenditures are informative beyond unexpected earnings. Furthermore, we predict greater incremental information content for fiscal fourth quarter changes in capital expenditures when considering all fiscal quarters simultaneously, because the effect of the earnings recognition delay under GAAP should be magnified for capital expenditures made late in the fiscal year. Our results are consistent with this prediction and inconsistent with the prediction that changes in fiscal fourth quarter capital expenditures reflect lower profitability that result from an inefficient bunching of capital expenditures in the fiscal fourth quarter.
A Reexamination of the Incremental Information Content of Capital Expenditures
Abstract: Under generally accepted accounting principles, firms must postpone recognition of the earnings effects of capital expenditures until they realize the resulting revenues and expenses. However, if capital expenditures change the profile of future profits, we expect share prices to impound that revision in profitability prior to its recognition under GAAP. This suggests that changes in capital expenditures should have information content beyond current-period unexpected earnings. Prior research considered annual changes in capital expenditures and detected incremental information only in restricted samples. However, we examine more general samples and observe that quarterly as well as annual changes in capital expenditures are informative beyond unexpected earnings. Furthermore, we predict greater incremental information content for fiscal fourth quarter changes in capital expenditures when considering all fiscal quarters simultaneously, because the effect of the earnings recognition delay under GAAP should be magnified for capital expenditures made late in the fiscal year. Our results are consistent with this prediction and inconsistent with the prediction that changes in fiscal fourth quarter capital expenditures reflect lower profitability that result from an inefficient bunching of capital expenditures in the fiscal fourth quarter.
Introduction
Managers generally make investments in plant assets with the expectation they will generate future profits.
1 Under generally accepted accounting principles (GAAP), recognition of the earnings effects of these investments must await the realization of revenues and expenses derived from the firm's use of the newly acquired productive capacity. However, a forward-looking capital market will impound in firms' security prices the present value of changes in future earnings expected from capital investments. In this study, we reexamine the information content of changes in capital expenditures beyond unexpected earnings. Prior research has considered annual changes in capital expenditures and detected incremental information only in restricted samples. We examine the incremental information content of annual and also quarterly changes in capital expenditures using broad samples. In addition,
we expect the GAAP-required delay in the recognition of the earnings effects of investments to be magnified for changes in capital expenditures occurring near the end of the fiscal year, and thus we also investigate whether there is greater incremental information content associated with fiscal fourth quarter changes in capital expenditures than with other quarters when considering all fiscal quarters simultaneously.
There are at least two reasons why realization of the earnings effects of capital investments is delayed. First, there can be a lag between when firms make expenditures to acquire plant assets and when the assets are used in production. For example, time may be required to construct or install additional productive capacity (e.g., Kydland and Prescott 1982) . This time lag means that currentperiod investments not only typically impact earnings on a delayed basis, but also have an effect on earnings for only a portion of the year of acquisition. In the extreme, investments made near the end of the fiscal year contribute little, if anything, to current-period earnings. 2 Second, the initial-year use of newly acquired plant assets typically does not represent their expected ongoing (i.e., normal utilization) contribution to profit. For instance, lower earnings may result from the under-utilization of new plant assets in the acquisition period because it generally takes a period of time to integrate new productive capacity into existing production processes. Thus, given that current-period investments can alter investors' beliefs about an entity's future earnings but current earnings do not fully capture these changed earnings effects, we expect that changes in current-period capital expenditures will have explanatory power for changes in share prices beyond current-period unexpected earnings. Moreover, such incremental information content should be present in any period in which firms report on capital expenditures, be it a fiscal year or a fiscal quarter.
We also expect that the delayed earnings impact and unrepresentativeness of current-period earnings from new investments in operating capacity will be magnified when capital expenditures are made late in the fiscal year because there is less time available to obtain, install, and get new plant assets up and running in the same fiscal year. Thus, when examining all fiscal quarters simultaneously, changes in capital expenditures occurring in firms' fiscal fourth quarters should exhibit greater incremental information content than changes in capital expenditures occurring earlier in the fiscal year.
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However, there is evidence in the literature of fiscal fourth quarter "bunching" of capital expenditures (Callen et al. 1996) , which raises the possibility that fourth quarter changes in capital expenditures may be less informative than those of other quarters. While there is little empirical evidence on the approval process of capital expenditures, there is a conjecture that managers have an incentive to spend funds already approved before the beginning of the new fiscal year to make sure that the approval to spend such funds will not be revoked (e.g., Stewart 1997) . Consistent with the conjecture, Callen et al. (1996) find that proportionately larger amounts of capital expenditures are made in fiscal fourth quarters, and this bunching of capital expenditures is followed by proportionately smaller amounts of capital expenditures in the succeeding first quarters. Callen et al. refer to this as "use it or lose it" behavior. To the extent that such managerial behavior induces suboptimal investment decisions, fiscal fourth quarter capital expenditures may reflect less profitable investments and thus have less of an impact on share prices than capital expenditures occurring in other fiscal quarters.
In the accounting and finance literature, Greenball (1971) and Elliott and Uphoff (1972) Another set of recent studies examines the valuation implications of actual capital expenditures using annual return intervals, and the results are mixed. Livnat and Zarowin (1990) do not detect a contemporaneous association between cumulative abnormal returns and changes in capital expenditures, whereas Aharony and Ramesh (1992) report such an association after controlling for the life cycle of the firm. Lev and Thiagarajan (1993) find such an association after controlling for differences in fundamental variables, whereas Abarbanell and Bushee (1997) do not. Callen et al. (1996) find that contemporaneous security returns are increasing in a firm's ratio of current capital expenditures to average capital expenditures for the prior four years. Kerstein and Kim (1995) focus on the incremental information content of annual changes in capital expenditures beyond unexpected earnings, but they are able to document an effect only when using different abnormal return accumulation periods for large and small firms to control for size-related predisclosure information differences. However, Kerstein and Kim's (1995) sample reflects a survivorship bias, and thus it is unclear whether their results reflect a pervasive effect or do not generalize beyond a specialized sample. We organize the remainder of the paper as follows. Section 2 discusses the sample selection procedures, variable definitions, and empirical design, and section 3 presents the results of our primary analyses and sensitivity tests. We conclude the paper in section 4.
Empirical Design and Data

Sample Selection
We include firm/years in our sample of annual changes in capital expenditures that satisfy the following criteria: (a) data for annual capital expenditures (annual data item #128), annual earnings per share excluding extraordinary items and discontinued operations (annual data item #58), and the adjustment factor for stock dividends and splits (annual data item #27) from the Compustat full coverage and research files during the period 1986-96; (b) beginning-of-year stock prices and monthly security returns data from the CRSP monthly file for the 12 months ending three months after the end of a given firm/year; (c) no change in a firm's fiscal year-end in the current or previous year; and (d) at least one dollar for beginning-of-year stock price. 6 We exclude firms missing data in any given year only for that year, and we require each firm/year to have complete data for the four fiscal quarters, which facilitates comparison of our annual and quarterly results. Similar to Kothari and Zimmerman (1995) We analyze the incremental information content of quarterly changes in capital expenditures by using quarterly event windows and quarterly unexpected earnings, and we derive quarterly capital expenditures data using Compustat quarterly data item #90. 7 We delete the top and bottom one per cent of all dependent and independent variables, and the resulting total sample for this analysis is 70,988 firm/quarters.
We compare the incremental information content of fiscal fourth quarter changes in capital expenditures relative to that of other quarters by considering all fiscal quarters simultaneously and using two different event windows. For the first event window we accumulate abnormal returns over a 12-month period and use the full sample of 21,549 firm/years. The second event window uses a 24-month abnormal return accumulation period. (We discuss the reason for the 24-month window below.) The analysis using the longer event window calls for the availability of CRSP data for the 24-month period ending three months after the end of a firm/year and earnings data for the previous two fiscal years.
These additional data requirements reduce the sample for the 24-month event window to 19,771 firm/years.
Variable Definitions
For the analysis (described in the next section) of the incremental information content of annual changes in capital expenditures, the dependent variable is 12-month cumulative abnormal security returns (i.e., CARs). We compute 12-month CARs by accumulating monthly market-adjusted abnormal returns over the period beginning nine months prior to the end of a firm's fiscal year and ending three months after the end of the fiscal year. With regard to the independent variables, we assume a random walk model in defining annual values of unexpected earnings per share and capital expenditure surprises per share (∆CE). We deflate all independent variables by beginning-of-fiscalyear share price.
For the analysis of the incremental informativeness of quarterly changes in capital expenditures, we estimate two variations of the dependent variable: CARs for a five-month period [-2, +2] , where month 0 is the last month in a fiscal quarter, and CARs for the fiscal quarter, i.e., for the three-month period [ -2, 0] . We assume a seasonal random walk model when defining the quarterly capital expenditure surprise (per share) variables, which we denote ∆QCE1--∆QCE4 for quarters 1 to 4, respectively. For example, for the first fiscal quarter, ∆QCE1 = QCE1(year t) -QCE1(year t-1),
where QCE1 is capital expenditures in quarter 1 of a given year. We also compute quarterly changes in earnings under the assumption of a seasonal random walk. 8 We analyze the information content of fiscal fourth quarter changes in capital expenditures relative to that of the other quarters by considering all fiscal quarters simultaneously and using either 12-month or 24-month return intervals. For the 24-month event window, we accumulate abnormal returns over the period from month -20 through month +3, where month 0 is the last month in the fiscal year.
We use both event windows to address the possibility that our 12-month CAR analysis biases the tests of quarterly changes in capital expenditures in favor of the fiscal fourth quarter and against the earlier quarters. The reason this bias may exist is that the 12-month CAR period closely matches the period over which we measure the change in fiscal fourth quarter capital expenditures, whereas it does not closely match the periods over which we measure the other quarterly changes in capital expenditures.
To illustrate this, consider a firm with a December 31 year-end. We compute its 12-month CAR for fiscal 1995 over the period April 1995 through March 1996. The change in the firm's capital expenditures for the fourth quarter of 1995 equals its fourth quarter 1995 capital expenditures minus its fourth quarter 1994 capital expenditures. Thus, we measure the firm's ∆QCE4 for 1995 over approximately the same period as we compute its 12-month CAR for 1995. In contrast, we measure the firm's first quarter 1995 change in capital expenditures by comparing its capital expenditures from the first quarter of 1995 with that from the first quarter of 1994. Thus, the period over which we measure the firm's change in first quarter capital expenditures ends at about the time we begin the period over which we measure the firm's 12-month CAR for the year.
To address this mismatching of CAR accumulation and change in quarterly capital expenditure measurement periods, we use 24-month CARs. For the case of the 1995 calendar year firm, we begin accumulating abnormal returns in April 1994 and end in March 1996. As a result, the 24-month window includes all periods over which we measure the separate quarterly changes in capital expenditures for event year 1995. This should mitigate any bias present in our 12-month analysis of the incremental information content of fourth quarter versus other quarters' changes in capital expenditures.
Regression Analyses
We base the primary empirical analysis on pooled observations and use ordinary least squares regressions. We begin by focusing on the incremental information content of changes in annual capital expenditures. We estimate the following model (suppressing firm-specific and time-period subscripts throughout):
where CAR[-8, +3] = firm i's abnormal security return accumulated over the 12-month period ending three months after the end of fiscal year t; ∆E1 = change in firm i's annual earnings per share before extraordinary items and discontinued operations (Compustat annual data item #58) divided by the firm's share price at the beginning of fiscal year t; and, ∆CE = change in firm i's annual capital expenditures (Compustat annual data item #128) per share divided by the firm's share price at the beginning of fiscal year t.
In addition to the expectation of a positive security return--earnings change relation (i.e., b > 0), we predict that c > 0. That is, change in annual capital expenditures should unconditionally have information content beyond annual unexpected earnings (i.e., without conditioning the CAR accumulation period on firm size).
Next, to examine the incremental information content of quarterly changes in capital expenditures, we estimate the following regression for each fiscal quarter:
where CAR[-m, +n] = firm i's abnormal security return accumulated over the five-month period [-2, +2] (or three-month period [-2, 0]), where month 0 is the last month of fiscal quarter j; ∆QE = change in firm i's quarter j earnings per share before extraordinary items and discontinued operations (Compustat annual data item #19) divided by the firm's share price at the beginning of fiscal quarter j; and, ∆QCE = change in firm i's quarter j capital expenditures (based on Compustat quarterly data item #90) per share for fiscal quarter j, assuming a seasonal random walk, divided by the firm's share price at the beginning of fiscal quarter j.
Finally, to compare the incremental information content of fourth quarter versus other quarterly changes in capital expenditures, we examine all fiscal quarters simultaneously by estimating the following regression:
CAR [-8 , +3] = a + b∆E1 + c1∆QCE1 + c2∆QCE2 + c3∆QCE3 + c4∆QCE4 + e (2a)
where ∆QCE1--∆QCE4 = changes in firm i's quarterly capital expenditures per share for fiscal quarters j = 1 to 4, assuming a seasonal random walk, divided by the firm's share price at the beginning of fiscal year t.
Our prediction is that c4 > c3 = c2 = c1. This prediction is based on the expectation that new investments contribute to profits for only part of the year during the year of acquisition, that the initialyear earnings effects derived from newly acquired plant assets are not representative of their expected ongoing contribution to operations, and that these two effects are magnified for capital expenditures made late in the fiscal year. Note that this prediction assumes that the coefficients on the changes in capital expenditures for quarters 1, 2, and 3 are equal. As a sensitivity check, we relax this assumption and instead assume that the delay under GAAP of the recognition of the earnings effects of changes in capital expenditure is more magnified in quarter 4 than in quarter 1, and we predict that the coefficient on the change in capital expenditures for quarter 4 exceeds that for quarter 1; i.e., that c4 > c1.
As previously discussed, we also use CARs accumulated over 24-months as a second way to examine the incremental information content of fourth quarter versus other quarterly capital expenditure surprises. Specifically, we estimate the following regression:
where CAR[-20, +3] = firm i's abnormal security return accumulated over the 24-month period ending three months after the end of fiscal year t; and, ∆E2 = two-year change in firm i's earnings per share before extraordinary items and discontinued operations divided by the firm's share price at the beginning of fiscal year t-1.
Because 24-month CARs are the dependent variable in equation (2b), we substitute ∆E2, which measures the two-year change in earnings (i.e., from year t-2 to year t), in place of the one-year change in earnings variable. In a set of robustness tests, we replace ∆E2 with its two components, the change in earnings in year t (∆E1) and the change in earnings in year t-1 (∆E-1), and we also assess the sensitivity of the results by re-estimating equations (2a) and (2b) using quarterly changes in year t earnings instead of the annual change in earnings. To the extent that security returns, earnings, or capital expenditures are cross-sectionally correlated, t-statistics in pooled cross-sectional and time-series regressions will be overstated (Bernard 1987) . One way to address this problem is to estimate annual cross-sectional regressions and test the mean of the estimated coefficients from the annual regressions. Hence, we repeat our analysis by estimating annual cross-sectional regressions. We find that the mean coefficient of the annual change in capital expenditures variables is reliably positive, and it is significant at conventional levels in nine of the ten annual regressions (not shown). These results thus reinforce the results based on our pooled regressions.
Results
Descriptive Statistics
With regard to the results using quarterly event windows, recall that we estimate two variations of the dependent variable. These are CARs for the fiscal quarter (i.e., for the three-month period [-2, 0] , where month 0 is the last month in a fiscal quarter), and CARs for the five-month period [-2, +2].
The results are consistent for both return intervals and we can summarize them as follows (for convenience, we combine all quarterly results using a given event window length into a single row in 
Results Regarding the Incremental Information Content of Fiscal Fourth Quarter Changes in Capital Expenditures vis-à-vis that of Other Fiscal Quarters
We turn now to the investigation of whether or not the incremental information content of fiscal fourth quarter changes in capital expenditures exceeds that of the other fiscal quarters. Recall that we examine all quarters simultaneously to test for the hypothesized magnified effect in the fiscal fourth quarter of the GAAP-required delay in the recognition of the earnings effects of new capital investments.
Relative to equation (1) values as we move from first quarter capital expenditure surprise (i.e., c1 = -0.177) to fourth quarter capital expenditure surprise (c4 = 1.078). Moreover, only the coefficients on the change in capital expenditures for quarters 3 and 4 are significantly greater than zero: c3 = 0.630 (t = 4.34) and c4 = 1.078 (t = 9.64). As predicted, the coefficient on ∆QCE4 is reliably larger than (1) the coefficients on the earlier quarters' changes in capital expenditures variables (t = 6.69, under the assumption that c1 = c2 = c3), and (2) the coefficient on the change in first quarter capital expenditures (t = 7.80). Thus, the results are consistent with changes fiscal fourth quarter capital expenditures reflecting greater incremental information content than changes in capital expenditures in the earlier quarters.
[Insert Table 3 Here]
We report the results of using 24-month abnormal return accumulation periods in panel B of of differential incremental information content across fiscal quarters that is similar to that found when using 12-month CARs. That is, there is evidence of an increase in coefficient estimates as we move through the fiscal quarters; for example, c1 = 0.870 (t = 4.04) and c4 = 1.605 (t = 10.49). More important, c4 is again reliably larger than the coefficients for quarters 1-3 (t = 3.36), and also greater than quarter 1's change in capital expenditures coefficient (t = 2.87). Hence, the results support the inference that the fourth quarter's investment surprise generates greater incremental information than that of the other fiscal quarters.
However, a problem with the analysis in row 1 of panel B is that since CARs span 24-months, there is overlap in the dependent variables. To assess the possible impact of this on the statistical analysis, we estimate equation (2b) separately using even-numbered years and odd-numbered years.
The results of this non-overlapping-years analysis are presented in rows 2 and 3 of panel B, table 3.
The results based on odd-numbered years are qualitatively identical to the full period results. The coefficients on the quarterly capital expenditure surprise variables are all significant and increase monotonically from quarter 1 through quarter 4, and quarter 4's coefficient is reliably larger than the coefficients for fiscal quarters 1, 2, and 3, taken as a group, and also larger than quarter 1's coefficient.
With regard to the even-numbered years, all four quarters' changes in capital expenditures variables are significant, although a monotonically increasing pattern is not evident. However, quarter 4's coefficient has the largest t-statistic (t = 7.23 versus 3.90 or less for the other three quarters' coefficients), and it is reliably larger than the coefficients of quarters 1-3 taken together, and larger (but not significantly so)
than quarter 1's investment surprise coefficient. CAR results, note that the coefficient on ∆QCE4 is reliably positive in all ten years, while the coefficient on ∆QCE1 is significant in only three years. Further, c4 is significantly larger than the coefficients for the other three quarters (where they are assumed to be equal) three times (and is never significantly smaller), and c4 is significantly larger than c1 in five years (and is never significantly smaller). Overall, the results are robust to the use of both annual cross-sectional regressions and pooled regressions.
[Insert Table 4 Here]
We also replace ∆E2 in the estimation of equation (2b) in panel B of tables 3 and 4 with its two components, earnings changes in year t (∆E1) and in year t-1 (∆E-1). The inferences based on both pooled and annual cross-sectional regressions (not shown) are qualitatively unchanged.
In addition, we substitute quarterly earnings changes in year t for ∆E1; i.e., we estimate equation the coefficients on all four quarters' investment surprises are reliably positive. In addition, c4 is consistently significantly larger than the coefficients on changes in capital expenditures for quarters 1-3, taken as a group, and c4 is significantly larger than c1 in the odd-numbered years. Overall, the results are highly consistent with those reported above. 
Additional Sensitivity Checks
In this section we report on several additional analyses performed to f urther assess the robustness of the results in Table 3 .
First, we examine condition indexes and find that no condition index exceeds 2, which is well below the range of values Belsley et al. (1980) suggest is likely to reflect colliniarity problems. Second, we calculate White heteroscedasticity-adjusted t-statistics and our inferences remain unchanged.
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Next, we purge tax-adjusted special items from quarterly earnings before computing unexpected earnings. 13 The motivation for this analysis is the findings that fourth quarter earnings generally include substantially more restructurings and other special items than other fiscal quarters (Elliott and Shaw 1988) and that, as a result, earnings may be less persistent (Elliott and Hanna 1996) .
If fiscal fourth quarter's unexpected earnings reflect more special items than other quarters and are thus less persistent, and if changes in fourth quarter capital expenditures capture aspects of the more persistent components of fourth quarter unexpected earnings, then the results associated with the significance and magnitude of the coefficient of ∆QCE4 would be confounded. Inferences based on intra-year timing results, however, are unaffected when we adjust quarterly unexpected earnings for special items; c4 is reliably greater than c1 = c2 =c3 (and also c1) at beyond the .01 level of significance.
As a further check, we include the level of earnings per share as well as the change in earnings in the regressions. The coefficients on both the level and change in earnings are always positive and significant, and the results of the capital expenditure analyses are qualitatively identical to the results in Table 3 . We also exclude firm/quarters with negative earnings (e.g., Hayn 1995) , and the results are unaffected. In addition, we drop unexpected earnings from the regressions. Our inferences are identical; the only difference in results is that the coefficients of all of the quarterly changes in capital expenditures variables become larger in magnitude and more significant. This is consistent with currentperiod earnings effects of changes in capital expenditures, which should be reflected in the relation between stock returns and current-period unexpected earnings, also being captured by changes in capital expenditures (along with the future, as yet unrealized, earnings effects of the changes in capital expenditures) when unexpected earnings are omitted from the regressions.
We also examine the impact of including (changes in) annual variables that Lev and Thiagarajan (1993, table 2) find significant: inventory, receivables, gross margin, SG&A, order backlog, and capital expenditures (and we also exclude the last variable since we already include changes in quarterly capital expenditures). The results are similar to our basic results.
Finally, we use a 12-month fiscal year event window (i.e., [-11, 0] ), and a 24-month event window that ends with the last month of the event year (i.e., [-23, 0] ). The [-11, 0] The results based on the 24-month event window [-23, 0] are consistent with those in panels B and C of table 3, except in the case of even-numbered years where the data do not reject the null hypothesis regarding quarter 4's incremental information content. That is, the reestimated 24-month event window results indicate that (1) each quarter's change in capital expenditures has information content, and (2) fiscal fourth quarter changes in capital expenditures are reliably more informative than that of the earlier quarters in odd-numbered years, but not in even-numbered years.
Summary
In this paper, we report on an investigation of the incremental information content of changes in capital expenditures. The results support the expectation that changes in capital expenditures are unconditionally informative beyond unexpected earnings. Thus, in general, changes in quarterly and annual capital expenditures convey information about the future earnings to be generated from changes in productive capacity beyond the information in current-period unexpected earnings. We also find that fiscal fourth quarter changes in capital expenditures generally reflect greater incremental information content than that of earlier fiscal quarters when all quarters are considered simultaneously in an annual Bryan (1997) finds in his sample of fiscal 1990 MD&A reports that 51% of firms had missing or neutral (i.e., noninformative) disclosures about capital expenditures. We examined the 10Ks or annual reports of a random sample of 100 firms chosen equally from each year in the period 1987-96. We find no disclosures of quarterly planned capital expenditures, and no disclosures of annual planned capital expenditures data in 56% of the firm/years in the period 1990-96 when FRR 36 was in effect (and in 77% of firm/years in the three years prior to FRR 36 becoming effective). In addition, we find no evidence of a change in the incremental information content of changes in actual capital expenditures from the pre-to the post-FRR 36 period. SEC Regulation S-K §229.303(a)(2)(i) requires the following: "Describe the registrant's material commitments for capital expenditures as of the end of the latest fiscal period, and indicate the general purpose of such commitments and the anticipated source of funds needed to fulfill such commitments." It appears that firms follow the letter but not the spirit of FRR 36, and only disclose known "material commitments" for capital expenditures; i.e., they disclose only a subset of planned capital expenditures, which in general are unlikely to preempt the informativeness of actual capital expenditures. 6 Regarding criterion (b), we assume the annual report is released by the end of the third month after the end of a fiscal year, and thus compute returns through that month. Criteria (c) and (d), ensure, respectively, that the change in earnings is the difference between the current 12-month earnings and the previous 12-month earnings and that stock returns are not dominated by investors' bankruptcy concerns. [-20,+3] ending three months after the fiscal year-end. ∆ E1 = one-year change in earnings per share before extraordinary items and discontinued operations divided by share price at the beginning of the fiscal year. ∆ E2 = two-year change in earnings per share before extraordinary items and discontinued operations divided by share price at the beginning of the prior fiscal year. ∆ CE = annual change in capital expenditures per share divided by share price at the beginning of the fiscal year. ∆ QCE1--∆ QCE4 = quarterly change in capital expenditures per share for fiscal quarters 1-4, respectively, assuming a seasonal random walk, divided by share price at the beginning of the fiscal year. CE = annual capital expenditures per share divided by share price at the beginning of the fiscal year. QCE1--QCE4 = quarterly capital expenditures per share for fiscal quarters 1-4, respectively, divided by share price at the beginning of the fiscal year. Table 2 t-statistics in parentheses; significance levels: *= .10; ** = .05; *** = .01. All tests are two-tailed. For convenience, we combine all results based on a given return window length into a single row and suppress the intercepts. CAR [-8 , +3] = market-adjusted security returns accumulated over the 12-month period [-8, +3 ] ending three months after the fiscal year-end. ∆E1 = one-year change in earnings per share before extraordinary items and discontinued operations divided by share price at the beginning of the fiscal year. ∆CE = annual change in capital expenditures per share divided by share price at the beginning of the fiscal year. CAR[-2, +2] = market-adjusted security returns accumulated over the 5-month period [-2, +2] ending two months after the fiscal quarter-end. CAR[-2, +0] = market-adjusted security returns accumulated over the 3-month period [-2, +0] ending in month 0, the last month of the fiscal quarter. ∆QE1--∆QE4 = quarterly change in earnings per share for fiscal quarters 1-4, respectively, assuming a seasonal random walk, divided by share price at the beginning of the fiscal quarter. ∆QCE1--∆QCE4 = quarterly change in capital expenditures per share for fiscal quarters 1-4, respectively, assuming a seasonal random walk, divided by share price at the beginning of the fiscal quarter. t-statistics in parentheses; significance levels: *= .10; ** = .05; *** = .01. All tests are two-tailed except for the linear restriction tests in the last two columns. CAR [-8 , +3] = market-adjusted security returns accumulated over the 12-month period [-8, +3 ] ending three months after the fiscal year-end. CAR[-20+3] = market-adjusted security returns accumulated over the 24-month period [-20,+3] ending three months after the fiscal year-end. ∆E1 = one-year change in earnings per share before extraordinary items and discontinued operations divided by share price at the beginning of the fiscal year. ∆E2 = two-year change in earnings per share before extraordinary items and discontinued operations divided by share price at the beginning of the prior fiscal year. ∆E-1 = change in earnings per share before extraordinary items and discontinued operations in the prior year divided by share price at the beginning of the prior fiscal year. ∆QE1--∆QE4 = quarterly change in earnings per share assuming a seasonal random walk for fiscal quarters 1--4, respectively, divided by share price at the beginning of the fiscal year. ∆QCE1--∆QCE4 = quarterly change in capital expenditures per share for fiscal quarters 1-4, respectively, assuming a seasonal random walk, divided by share price at the beginning of the fiscal year.
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